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4 230 IIl: Enhancing organizational effectiveness 


The advantage of this type of analysis over a simple SWOT list is that I-O/O-I forces the 


strategist to systematically match internal strengths with external opportunities (and vice 


versa). Moreover, this tool makes the relative performance against competitors clear, and 


facilitates the formulation of concrete and actionable initiatives. 


yoUvlo L : eae : 
A O If you were responsible for developing a strategy for either the institution you are studying 
X c in or the organization you work for, which main opportunities (in the environment) on 
= g the one hand and VRIO resources and capabilities (of the organization) on the other hand 
O could you identify? Can you conduct an l-O/O-I analysis that integrates the opportunities 


and resources/capabilities that you identified? Which initiatives would you suggest to the 
organization as a result of your analysis? 


o& STU, 


Red Bull: Taking wings in the y J 


energy drinks business 


hen Dietrich Mateschitz visited Thailand on a 

business trip as the international marketing director 
of a toothpaste maker in the early 1980s, he came across 
a new, innovative energy drink called Krating Daeng ("red 
gaur"), which allegedly helped to cure his jet lag. He 
entered into a partnership with T. C. Pharmaceuticals, the 
producer of the drink, adapted the formula to Western 
tastes and created a new energy drink company called 
Red Bull GmbH. Red Bull, with its main ingredients water, 
caffeine, b-group vitamins, sugars, and the amino acid 
taurine, was launched in Mateschitz's home country of 
Austria in 1987, and entered the US market via California 
in 1997 (the nationwide rollout was only completed in 
2002). 

Rather than aiming for comprehensive distribution 
coverage, the company first started in a few selected 
places in each area to target the “in-crowd." It set up its 
own distribution system to avoid being just one of many 
products in the established distribution channels. The 
“lifestyle beverage” brand soon gathered a following 
among young people, especially on the sports scene 
(through “sportsmen opinion-leaders,”*° as Mateschitz 
called them) as well as in discos and clubs. The company 
employed unusual marketing strategies such as 
sponsoring and organizing extreme sports events like the 
Red Bull Cliff Diving competition and free mass sampling 
through student brand ambassadors and “consumer 
education teams” driving around in cars topped by 
oversized Red Bull cans. 

Rumors about secret ingredients (some even talked 
about bull semen), drug-like stimulant effects and negative 
health impacts did not hurt Red Bull's success. On the 
contrary, it raised interest in the new product, especially 
among the young target group. Meanwhile, Red Bull tried 
to position itself as a performance-enhancing drink, using 
the slogan, it “gives you wings.” It continued to avoid the 


classic mass marketing strategies; instead sponsoring 
countless extreme sports events (e.g. the Red Bull Air Race) 
and adventure sports athletes. Red Bull also bought its own 
Formula 1 racing team as well as several soccer teams (e.g. 
the New York Red Bulls in the US or RB Leipzig in 
Germany). It secured global news coverage as a result of 
the space diving project Red Bull Stratos in which Austrian 
skydiver Felix Baumgartner broke the sound barrier in a 
record-breaking jump from an altitude of approximately 39 
kilometers (24 miles). 

In 2018, Red Bull sold more than 6.7 billion cans in over 
170 countries, resulting in a turnover of more than €5.5 
billion. Red Bull's success has not gone unnoticed, 
however. The soft drinks giant Coca-Cola, followed by 
other brands, tried to launch its own energy drink brand 
KMX but did not succeed in threatening the new category 
leader. In 2014, Red Bull was the market leader in the US 
with a 43 percent market share, followed by two 
newcomers Monster (39 percent) and Rockstar (10 
percent), which both copied Red Bull's affiliation with 
action sports. Brands owned by Coca-Cola and PepsiCo 
followed with a 3 percent market share each. 

A market expert characterized Red Bull in the New York 
Times as “a classic category pioneer that’s been circled by 
the sharks.” In 2015, Coca-Cola announced a strategic 
partnership with Monster. Coca-Cola transferred the 
ownership of its own energy drinks business to Monster, 
acquired an approximate 17 percent stake in the company, 
and opened its global distribution network to Red Bull's 
rival, which offered its energy drinks in 16-ounce cans at 
the same price as Red Bull's 8.4-ounce can. 

Experts predicted a 40 percent growth of the global 
energy drinks market between 2015 and 2020. The entry of 
new functionally enhanced water, juice and tea drinks 
could threaten the position of the traditional energy drinks, 
especially among more health-conscious consumers. 
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Health concerns also led to sales restrictions and product line, comprising “all natural” cola, ginger ale, tonic 


marketing bans for energy drinks in some countries. water, and bitter lemon drinks. 


For a long time, Red Bull relied on a very small product 


Sources. Corts and Freier (2003); Curtis (2006) Mitchell (2015); The Coca- 


portfolio of energy drink varieties compared to its Cola Company (2015); Red Bull (2019); Rodgers (2001); Starling (2016). 
competitors. In 2017, however, Mateschitz launched a new 


B® Discussion questions 


@ What main strategic choices did Red Bull make when entering the US market? How do these choices differ from the 


way that the traditional soft drinks industry works? 


@ How would you assess the attractiveness of the energy drink industry? 


@ Which reasons could explain why the incumbent giants in the soft drinks industry have not been able to match Red 


Bull's success? 


@ Why do you think Red Bull entered the all-natural drinks market with its Organics by Red Bull product line? How could 


Red Bull's existing resources and capabilities be used to exploit the opportunities in the market for healthier organic 


refreshments? 


7.3 Choosing the arena: Where to create value? 


Portfolio strategy: 
As part of corporate 
level strategy, portfolio 
strategy comprises 
high-level decisions 
about which business 
units an organization 
invests in. 


Strategic business 
unit (SBU): 

An independently 
managed part of an 
organization that offers 
products and services in 
one particular market. 
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In brief 


@ Many organizations operate in more than one business area. In 
the field of corporate strategy, decisions are made about the 
overall scope and direction of a multi-business enterprise. 


@ Managers need to evaluate whether and how diversification into 
new businesses adds value, how to develop an optimal portfolio 
of business units that balances performance today with building 
potential for the future, and whether and how to grow. 


@ Following goals that are beyond the current abilities of the 
organization does not necessarily require internal growth. It is 
also possible to use a cooperative strategy approach to jointly 
reach outcomes that would not be achievable by one 


organization on its own. 


d 


Before thinking strategically about how to create value, it is necessary to define where an 
organization wants to create value. Choosing the arena in which an organization wants to 
play a role is the realm of corporate strategy. The main questions that need to be answered 
in this context are: 


1 Which industries or market environments do we want to compete in? 
2 How do we want to grow? 
3 Should we cooperate with other organizations to reach our strategic goals? 


We will take a closer look at each of these questions in the following sections about portfolio 
strategy, growth strategy, and cooperative strategy. 


Portfolio strategy 


Many organizations are stretching beyond their original business and adding new strategic 
business units (SBUs) that generate value in different markets. An SBU—sometimes also 
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